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COi4NONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COnnISSION 

In the Mtter oft 

AN INVESTIQATION INTO THE 1 

SATELLITE-DELIVERED TELEVISION ) CASE NO. 326 

DIVERSIFICATION OF RURAL ELECTRIC ) 
COOPERATIVE CORPORATIONS INTO THE ) ADHINISTRATIVE 

PRWRAnnINQ SERVICES 1 
O R D E R  

By Order entored Decomber 1 8 ,  1988, the Commirrion initiated 

thir invertigation into the involvement of Rural Electric 

Cooperative Corporation8 ("RECCrn) in the dirtribution and male of 

ratellite-delivorod televirion programming rorvicer 

( 81ratellite-TVo1). A primary focur of the invortigation war to 
arcertain whether the RECCr were properly reporting and accounting 
for satellite-TV activitier. Proper reporting and accounting are 

neceseary to enrure that there activities are adequately diraloaed 
and the risk of crorr-rubridization of the satellite-TV buriners 

by the electric operation8 ir minimized. 
The invertigation revealed that two different companier had 

been ertablishod to provide ratellite-TV. Salt River RECC 

ertablirhed a wholly-ownod rubridiary, the Salt River Service 

Corporation, a/k/a Dirh Wirh TV. Green River Electric Corporation 

("Green River"), Henderron-Union RECC, Jackron Purchase Electric 

Cooperative Corporation, South Kentucky RECC, Fox Creek RECC, and 

arayron RECC, along with two non-jurirdictional utilitiee, 



ortablirhad Kantucky Talocoarmunicationm, Inc. ("KTI"). (The RECCr 

participating in KTI aro haroinaftor referred to a8 "KTI RECCr.") 

On Nay 22, 1990, tho Cormairrion i88Ued an Order containing a 

rovirad rot of draft guidaliner retting forth accounting and 

roporting raquiramantr to bo followed by any RECC offering 

8.tallitO-m. That Order a180 provided an opportunity for any 
party to roquaat a hoaring on the draft guidelinar. On July 2, 

1990, the KTI RECCr roquarted a hearing on three irsuear whether 

the invartmont in KTI rhould bo accounted for by use of the equity 
method of accounting, the offact of the equity method of 

accounting on capital cradit allocationr, and the Commiemion's 

ability to havo cpan accerr to the bookm and records of KTT. 

A hoaring rchadule war adoptad and direct tertimony war filed 

in prepared form by the KTI RECCm and the Commisrion Staff. Staff 

tertimony was limited to the isrue of the ume of the equity method 

of accounting. 

A public hearing war held on October 10, 1990. The KTI RECCs 

and the Attorney General'8 Office, Utility and Rate Intervention 

Divirion, participated in the haaring. Green River filed a brief 

on November 5, 19901 no other briefs were filed. 

EQUITY METHOD OF ACCOUNTING 

Tho Staff tertified that KTI rhould be considered a 

rubridiary of tho KTI RECCr and, thorefore, the oquity method of 

accounting rhould be ured to rocord their investment in KTI. The 

Staff determined that KTI Was a corporato joint venture and, 

according to tha Uniform sy8tem of Accounts ("UBoA") prescribed 

for Electric Borrowor. of tha Rural Eloctrification Adminirtration 
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("REA"), KTI war a rubnidiary of the inverting RECCI. Accounting 

Principle8 Board Opinion No. 18 definer a corporate joint 
venture as8 

[A] corporation owned and operated by a rmall group of 
bUdne88e11 (the "joint venturern") a8 a separate and 
npecifia burinean or project for the mutual benefit of 
the member8 of the group. A government may a180 be a 
member of the group. The purpore of a corporate joint 
venture frequently ir to ahare rirkr and reward8 in 
developing a new market, product or technology1 to 
combine complementnry technological knowledge, or to 
pool resource8 in developing production or other 
faCilitie8. A corporate joint venture 8180 urunlly 
provider an nrrangement under which each oint venturer 
management of the joint venture. Joint venturers thur 
have an interest or relationrhip other thnn aa parrive 

An entit which is a nubridiary of one of 
the "joint venturerr" x r not a corporate joint venture. invertorn. 
The ownerrhip of a corporate joint venture 8eldOm 

it8 ntock in urually not trnded publicly. 
ownerrhip, however, doer not pro lude 

may participnte, directly or indirectly, 1 n the overall 

being a corporate joint venture. E 

KTI in a corporation ertablirhed by a small group of RECCr to 

sell nntellite-delivered television signal.. The RECCs inverting 

in KTI have executed a rhareholders agreement which, along with 
the article8 of incorporation and bylawr, arnuren the invertor8 

that they will be equnl owners of  KTI and enjoy equal 

reprerentation on KTI'r board of director.. Although the number 
of KTI rhareholdere steadily increased from two to eight rince may 
1988, thir growth war not unexpected due to the nature of the new 
rervice being offered and the dirtinct rervice territorier enjoyed 

by each RECC. However, the ownership will not be rubject to 

frequent change. The 8tOCk of KTI is not publicly traded. Based 

APB Opinion Ho. 18, paragraph 3(d). 
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on theso facts, the Staff dotermined that KTI fit the description 

of a corporato joint venturo. 

Tho KTI RECCs disagreed with Staff's determination that KTI 

was a corporate joint venture and therefore not a subsidiary of 

the invorting RECCs. Green River cited four reasons why KTI wae 

not a corporate joint venture8 the KTI RECCs do not exercise 

joint control over KTI; the eight KTI RECCs do not conrtitute a 

small group of investors; the ownership of KTI has changed five 

timor since it was organieed in Nay 19881 and the Commission Staff 

war smoking disclosuro of KTI financial information which could be 
mscurod without requiring the use of the equity method of 

accounting for the investment in KTI. 
Groon River's opinion that the KTI RECCs do not exercise 

joint control ovor KTI is based on interpretations expreesed in 

tho curront accounting literature. Green River cite8 three such 

interprotrtionsi 

Each venturer comonl partici ate. in the overall 
management, 
the aonsent of each of the venturers (regardless of 
ownormhip peraentaqe) so that no individual venturer has 
unilatoral control. 

AOSEC [Aacounting Standards Executive Committee of the 
A~norican Institute of Certified Public ACUOUntant81 
reached tho advirory conclusion that joint venture rhould 
be defined very broadly to encompass all entities, 
regardlass of legal form, that have certein 
aharaateristicr - with the central distin uish ng 

and siqnif x cant doc P sions commonly require 

characteristic being joint control of major decir 9 s  ons. 

* Burton, Palmor and Kay. Bandbook of Accounting and Auditing. 
BOrton, )(Ai Warren, aorham L Laao nt, Inc., 1981 I page 21-30. 
Id. I page 21-31. - 
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A distinctive feature of a joint venture im that the 
relationrhlp between the venturarm i m  govarned by an 
agreement (usually in writing) which emtablimhem joint 
control. Dacimionm in all aream araential to the 
accomplirhment of a joint ventura require the conment of 
the venturer#, am provided by the a reementr none of the 
control the venture. 
individual venturer! i m  in a porn f tion to unilaterally 

Green River contendm that the KTI RECCm do not have joint 

control of KTI, and that management deoimionm at KTI do not 

require the consent of all the RECCm. The Commimmion notem that 

while the cited accounting literature refers to the joint control 

of the venturer#, joint control is not a part of the definition 

contained in APB Opinion No. 18. APB Opinion No. 18 rtates that a 

corporate joint venture umually provides an arrangement under 

whioh each joint venturer participate, directly or indireotly, 
in the overall management of the joint venture. Thur, APB opinion 

No. 18 does not require unanimous conment of the venturer.. 

Moreouzr, the accounting interpretationr refarred to by Qreen 

River do not emtablirh the fact that KTI ia not a corporate joint 
van tu r e. The Coarmisrfon therefore findm that APB Opinion No. 18 

im controlling, rather than tha interpretation# contained in the 

cited accounting literature. 

Green River contends that the eight inverting RECCm do not 

conmtitute a "small group" ae referenced in APB Opinion No. 18. 
Green River almo contendm that a small group ir defined am five or 

fewer investorr. This position is based on an interpretation 

Canadian Institute of Chartered Accountants Xiandbook, section 
3055. 
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of APB Opinion No. 18 doaling with the "20 porcont rule" for tho 

goneral application of tho equity mothod of accounting for 

invertmentr. After a review of tho accounting litoraturo 

previously cited and APB Opinion No. 18, tho Commirrion findr 

"rmall groupn my includo oight invortorr. 

Noting that tho OWnOrBhip of a corporate joint vonturo roldom 

changor, Qroon River rtated that tho ownerrhip of rtock in KTI ha@ 
changed fivo tlmor rinco KTI war organirod in m y  1988. Tho 

Commirrion notor that tho changor in rtock ownorrhlp havo rerultod 

from the addition of now lnvortorr in a now burinorr, rathor than 

the routino withdrawal and addition of now invortorr a@ would bo 

tho car. in a parrivo invortmont activity. 
Finally, Qroen Rivor contondr that tho Staff ir rooking tho 

dircloruro of cortain financial information aoncorning KTI 

operation@ by advocating tho ure of the oquity mothod o f  

accounting. Green River mtated that the oquity method should not 

be required to enoure dirclorure, since tho KTI financial 

mtatementr recoived by Green Rivor will bo available to tho 

Comirrion. In itm brief Qreen Rivor @tator, "If tho Colmairrion 

permits Green River to utilize the coat mothod, tho Comirrion can 

always reconsider its doclrion i f  it doer not obtain oquivalent 

financial disclosures through the KTI financial rtatomntr or if 

the level of control by each KT1 rharoholdor ovor KTI rhiftr 

significantly. n 5  

Brief of Green River, pago 12. 
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While the disclorure provided by an accounting method ir an 

irrue worth conridering, the Commission believer that the 

relaction of the appropriate accounting methodology rhould b8 

dictated by the nature of the tranractions involved. The Staff 

reviewed the USoA, APB Opinion No. 18, and the name accounting 

literature cited by Green River and determined that the investment 

in KTI rhould be accounted for using the equity method. The 

Commission has reviewed the record in thir proceeding and noter 

that Orsen River har consirtently oppored the dirclorure of KTI 

financial infornution. The purpore of thir proceeding was to 

ertablirh guidelines and reporting requirement. for the invostment 

in ratellite-TV activity during the early stages to minimire the 

potential for crors-subsidiration. To allow Green River to use 

the coat method now and then have the Commirsion reconrider this 
decirion later defeats the efforts in establishing these 

guideliner during the early atages Of the development of KTI. 

Green River also filed in the record an opinion letter it 
requerted from REA concerning the accounting treatment for the 

investment in KTI. In this letter, the REA stated that the cost 

method of accounting rhould be ured. However, the letter containr 

no explanation. am to why the coat method is appropriate, nor does 

the UBoA clearly support the REA'S opinion. 

The Commirrion finds that KTI is a corporate joint venture, 

and am such, is a submidiary of the inverting RECCs. Based on the 

USOA, the invertmnt in KTI should be recorded by the investing 

RECCr uring the equity method of accounting, which war outlined in 

the draft guideliner isrued May 22, 1990. Therefore, the 
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Commirrion will not modify the raquiramentr of tha draft 

gUidelin#r concarning tha una of the aquity mathod of accounting. 
CAPITAL CREDIT ALLOCATIONS 

Tha UTI RECCr had rought a haaring on the inrum Of the 

effects the ure or tha aquity mathod or accounting would hava on 
the alloaation of crpitrl cradltr by tha UTI RECCr. In it# 

teatimony filad on Saptambar 21, 1990, tha Staff rtatad that it 

oould rea no raaron why tha RECCr rhould daviata from the tarmr of 

their rerpectiva bylawr jurt becaura tha equity method war urad to 
account for the invartmant in KTI. Oraan River d i d  not addrarr 

thia issue in it# briar. The Commirrion adoptr the porition of 

the staff concerning the effect the ura of the equity mathod would 

have on RECC aapital aredit allocationr. 

ACCESS TO UTI BOOUS AND RECORDS 

Green River rairad two objactionr to the provirion in the 
draft guidelinar for Commirmion aacarm to the bookr and racordr of 

the aatellite-TV rubridiaries. Birrt, Green River arguer that the 

Colnmirrion'r authority 1. limitad to the ragulaticn of utilitfarr 

whereas UTI is not a jurirdictional utility. Sacondr Green River 

stater that am on. of tha might wnars of KTI, Qraan River lack. 
the le9al authority to grant tha CorPlairrion open accers to KTI'r 
bookr and recordr. 

The Commirrion findr no m r i t  in Qraan Rivar'r argument#. 

UTI ir a rubaidiary of Qrman River. KTI har no employaam. All 

UTI rervicer and functions arm parformod by employaar of Groan 
River or one of tha other KTI Reccr. Abrant o p n  accarr to #TI'# 
book. and reaordn, the C4.lirrion would be ravaraly rartrictad in 
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it8 ability to invertigate Qreen River and the other KTI RECCs. 

Open accem ir errential to properly and fully monitor and review 

the operation8 of the KTI RECCs. 
The requemt to modify the open access provirion of the draft 

guidelines is rejected. 
BUNNARY 

After con8ideration oL all matters of record, the evidence, 

and being otherwire rufficiently adviied, the c0111~1i88iOn find8 

that the draft guideline8 appended to the Commisrrion'8 May 22, 

1990 Order rhould be adopted without change and should become 

effective on the date ot thi8 Order. Thole guidelines are 

attached hereto a8 Appendix A. Since the guidelines require 

certain reporting requirement8 to be filed in conjunction with the 

Annual Repotti, which are due no later than March 31, 1991, 

information related to the reporting requirement8 for 1990 may be 

filed within 90 day8 of the date of thi8 Order, a8 a rupplement to 
the Annual Report. 

IT IS THEREFORE ORDERED that8 

1. The guideline8 *et forth in Appendix A to thi8 Order be 
and they hereby are adopted for U8e on and after the date of thi8 
Order. 

2. The information required by the guideline8 in the 

reporting requirement8 to be rubmitted for calendar year 1990 

shall be filed within 90 days of the date of this Order. 
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Done a t  Frankfort, Kentuaky, thir  18th day of khch, 1991. 

PUBLIC SERVICE COMHIBBION, 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN ADMINISTRATIVE CASE NO. 326 DATED 3/18/91 

GUIDELINES 

The following guidelines have been developed to address 

accounting and reporting concerns of the Commirsion Lor those 

Rural Electric Cooperative Corporations ("RECCsn) which have 

become involved in the distribution and sale of satellite- 

delivered television programming services (a8satellite-TV"). 

REGULATORY CONCERNS 

The Commission, in this proceeding, dose not challenge the 

involvement of the RECCs in satellite-TV diversification. How- 

ever, the Commission has certain concerns and objective8 with 

regard to the protection of the RECCs' ratepayers. One of the 

primary concerns is the potential which will exiot for cross- 

rubsidization of nonutility operations by the regulated RECC. 

Cross-subsidization can occur through miaallocation of common or 

joint coets, or through improper accounting treatmente. The 

procesr of assuring that crosr-rubsidization does not occur will 

result in added regulatory overright by the Commission and will 

require increased focus on oomt identification by the RECCe. 
The Commisrion ham revlewed the Uniform System of Accounts 

(WSoAH) prescribed for electric borrowers of the Rural Electrifi- 

cation Administration ("REA") and agrees with the RECCe' position 

that no I M ~ O ~  modificationr will be necessary to properly account 

for satellite-TV transactions. The following discurrion exprerses 

in greater detail the Commirrion's concerns and the conditionr and 



requirements necersary to ensure that the interertr of the RECC 

ratepayere are protected. Thin diacuarion ir not intended to be 
all inclusive. 

PROTECTION OF UTILITY RESOURCES 

Throughout this proceeding, two isruer have been raised which 

impact the accounting treatments for satellite-TV transactionr. 

First, several of the RECCe have indicated that certain satellite- 

TV costs incurred are minimal, and auch coatr should not be iden- 

tified and recorded in the nonutility operation accounts, due to 
the immaterial nature of the coat. Thin position by these RECCr 

relates directly to the Commission's concern that the operation6 

of  nonutility activities should not be cross-subsidized by the 

utility ratepayers. In order to minimize the possibility that 

utility ratepayers cross-subsidize the satellite-TV operations, 

all costs must be properly identified, allocated, and recorded. 

The principle applier irrespective of the materiality of the cost. 

NOnUtility operating costs should not be recorded ar utility oger- 

ating costs. 

The second issue is the method to be utilized in accounting 

for the investment by the RECCe. Currently, there are two com- 
panies that have been organized to provide ratellite-TV, Kentucky 

Telecommunications, Inc. ("KTI") and Salt River Service Corpora- 

tion ("Dish Wish TV"). 

In order to determine the appropriate accounting treatment 

for the investment, the Commission has reviewed the definition. 

and requirementr in the USoA. The USoA definer a rubsidiary 

company as one which in controlled by the utility through 
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ownerahip of  voting rtock. Control ir dofined a8 the porrorr~onc 

directly or indirectly, of the power to diroot or oaum thr 
direction o f  the management and polioior of a oompany. Thlr powor 
can be exorciaad through intermediary oomp.nie8, or by tho 

inveator, or in conjunction with or purruant to an rgreemont. 

This power crn be ortrbli8hed by numerour direct or lndirect 

meann, including common directorr and o f f l o e r r .  Control ir not 
dofined aa 4 rpocific peroontago of  ownerrhip of tho voting rtook 
of the rubsidiary. If a rubrldiary relatlonrhip oxlrtr, tho 

oontrolling utility murt adjurt tho carrying amount o f  the 

investment to rocogniro the utility1@ rharo of tho net oarningr or 

not lomrer, am woll a8 roduco tho amount of  tho invertment by tho 

amount of dividendr rocrived from tho rubridiary. The Commlrrlon 

note8 that the accountlng trertmentr outlinod in tho UBoA @ro 

similar to thore roquirod by generally aooeptod aooounting 

principler, more rpecificrlly, the Ilequity method" definrd by 

Accounting Principle8 Borrd ( l l A P B 1 l )  Opinion No. 18. Tho 

Commirrion alro notor that there ir a rignlflcrnt dlfforenor 

between APB Opinion No. 18 and the UBoA. Whilo APB Opinion No. 18 

requirer rppllcatlon of thm equity mothod whon an invertmont in 

the voting stock ir 20 poroent or more, tho UBoA ham no ruoh 
rertriotion. Control l r  evrluated by a rrviow of the rolrtionrhip 
between the invertor utility and the rubridiary. 

Baaed on the review of  the USoA, tho Commlrrion ha8 

determined that the invertmentr in KTI and Dirh Wirh TV rrtabllrh 

there companies am rubridiarier of their rerpootive RECCI. Thur, 

a11 accounting tranraotionr rhould be recordod in aooordrnor with 
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thr rrquirrmrntr of the U8oA. In the oar. of Dirh Wirh TV, whioh 

ir wholly-ownrd rubmidiary of Salt Rivrr RECC, thir 

drtrrmination ir olrar. A8 for KTI, the Commirrion ham rrvirwrd 

thr artiolrr ol incorporation and bylaw8 oL KTI in ordrr to 
drtrrminr what dagrrr of control rxirtr brtwran KTI and the 

invrrtor RECCI. The invrrtorr In KTI are rertriotrd to baing 

aithrr RECCr or Rural Trlrphonr Cooprrativr Corporationr, which in 

turn murt br mrmbrrr of thr National Rural T ~ l @ O O ~ U n i O ~ f ~ O n 8  

Cooprrativr. Tha invrrtor ir allowrd two rratr on KTI'r board ol 
dirrotorr, Thrrr dirrotorr murt be at all timrr rithrr a full- 
timr rmployrr of the invrrtor or a mrmbrr of tho invrrtorlr board 

OL dirrotorr. Each invrrtor makes the mame amount oC invrrtmrnt, 

i r  rrquirrd to lorn KTI tho 8ame amount of fundr, and holdr thm 

ram. prrorntagr of voting rtook, ourrrntly at 12.5 prrornt. Tho 

Commirrion brlirvrr that tho rxtrnt of control rxirting brtwrrn 
the invrrtor RECCr and KTI meetr the definition8 aontalned in the 

UBoA, and thrreforr, tho invrrtmrnt in KTI should be rraordrd am a 

rubmidiary by the investor RECCr and they rhould oomply with the 

rrquirrmrntr of thr U8oA. 

Amounting Proordurrr and Controlr 

To aooount Lor tho rubridirrier of RECCr, thr UBoA idontilirr 

a rproifia mubracount of Aoaount No. 123, Invmrtmrnt in Arrooiatrd 

Companirr. Thlr mubaacount, Aoaount No. 123.1, Invrrtmrnt of  Bub- 

ridiary Companiea, lr where the initial investment in the rubsid- 

iary, interrst aoorualr, loans to the rubmidiary, and tho amount 

of rquity in tho rub#idirry'r undiatrlbutrd net earnings or not 

lorrrr rhould be rroordrd. Brarurr the REA ham modifird tho UBoA, 
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and Account No. 123.1 is required to be uaed for a different 

tranraction, all RECC8 which have diversified into 8atellite-TV 

should record the rubridiary transactlono am Account No. 123.11, 

in accordance with current REA inrtructions. 
In addition, the USoA indicator that accounts receivable and 

aaaountr payable tranoactionm with the satellite-TV oub8idiarieO 

should be recorded in Account No. 146, Account8 Receivable from 

AlrOCiated Companies, and Account NO. 234, ACCOUnt8 Payable to 
A88OCiated Companier. Interert receivable generated from loans 

made to the ratellite-TV 8ubsidiaries should be treated as 
interert accruals and reaorded in Account No. 123.11. The RECCs 

rhould develop any further subaccounts necessary for Account Nos. 

146 and 234 to adequately track the transactions with the 

ratellite-TV sub8idlaries. 

The USoA provides three accounts to traak the revenuer and 

eXpen8eE Of these subsidiaries. Revenues, with the OXCeptiOn Of 

interert income, are to be recorded in Account No. 417, Revenues 

from Nonutility Operations; expenses are to be recorded in Account 

No. 417.1, EXpenSOE of Nonutility Operationo. Interest income is 

to be recorded in Account No. 419, Intereat and Dividend Income. 

The RECCs should develop any further subaccount8 necessary to ade- 

quately track satellite-TV sub8idiary transactions. 

The USoA require6 that the R X C s  record their .hare of the 

undistributed net earnings or net losser in Account No. 418.1, 

Equity in Earnings of Subsidiary Companies, with a corresponding 

entry in Account No, 123.11. Further, the balance in Account No. 

123.11 is reduced when dividends are declared by the subsidiary. 
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Therefore, the RECCr rhould record tho undirtributod not earning# 
or net lorrer of the rubridiarier in Account Nor. 418.1 and 

123.11. 

While the accounting ryrtom in the U8oA ir relatively 

straightforward, the reparation of common or joint cortr through 

allocation methodologies ir more rubjective in nature and will 
repuire great0r Scrutiny to onmure that crQrr-8Ub8idiS8tiOn doel 

not occur. It is within tho cort allocation procodurer that one 

of the greatert arear of potential mirclarrification of utility 

and nonutility coat# oxirtr. The RECCr murt tako groat car. to 

accurately and adequately allocate all common cortr between their 

operations and those of tho rubsidiarier, even thoro cortr which 

appear to be immaterial. The Commirrion ir aware that thoro are 
several acceptable methodologier Available for ure by tho RECCr to 

allocate these costs. It would not be appropriate for these 

guidelines to designate which rpecific methodologier are to be 

ured. The needs and circumstance# vary among the RECCr relative 

to the levels of involvement in ratellite-TV, The RECCr have 

recognized that there in a need for cort allocation and have 

assured the Commission that allocation procedure8 are in effeat. 

It will be the responaibility of the RECCr to jurtify the ure and 

appropriatenesr of specific mrthodologier in goneral rate care 

proceedings before thir Cominrion. Tho RECCr rhould maintain 

adequate rupporting documontation of a11 alloaatod common or joint 
Colts. 

Croas-subsidization may alro occur whon arret# are tranr- 

ferred to the rubridiarion or when purcharrr are M d e  from affili- 
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ated companies. While satellite-TV currently is in its develop- 

mental stage and transactions like these have not been encoun- 

tered, the RECCs should realixe that such transactions are possi- 

bilities which can be reasonably anticipated. It will be the 

responsibility of the RECCs to ensure that a11 such transactions 

are accounted for at the appropriate price and that these trans- 

actions do not result in the cross-subsidiration of the aatellite- 

TV companies. The RECCs should maintain adequate supporting docu- 

mentation for theee transactions and be prepared to ehow during 

general rate case proceedings before this Commission that the 

transactions were reasonably priced. 

Diversion of Management Talent 

The Commission is aware that, under the present circum- 

stances, some management personnel and employees of the RECCs are 

performing services for the satellite-TV subsidiaries. This situ- 

ation has previously been addressed from an accounting standpoint. 

The Commiesion is also concerned that the utility operations of 

the RECCs could be neglected as a result of nonutility activities. 

The Commiseion will monitor the RECCs to ensure that utility oper- 

ations do not suffer from involvement in satellite-TV or other 

nonutility activities. 

Financial Resource8 

The Commission is aware that the RECCs have made loans to the 

eatellite-TV subsidiaries. The Commission is concerned that the 

financial resources of the RECCa could be diminished in the assis- 

tance of the satellite-TV subsidiaries. It would not be appropri- 

ate for the RECCm to reduce services or delay neceasary mainto- 
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nance and construction because financial resources had bean loaned 

to the subsidiaries. REA limits the amount of investment 4nd 

loans made to the satellite-TV subsidiaries to 15 percent of the 

total utility plant of the RECC. Currently, satellite-TV in 

Kentucky is in its developmental stage, requiring minimal invest- 

ment and involvement by the RECCs or its subsidiaries. Thus, 

there have been no indications that the loans made to the 

subsidiaries have impaired the financial resources of the RECCs. 

However, the Commission will maintain an ongoing review of the 

financial condition of the RECCs in order to minimire such 4 risk. 

The Commission is also concerned about the impact the RECCs' 

involvement in satellite-TV subsidiaries will have on future capi- 

tal credit assignment and rotation. It is not clear at this time 

what impact profits or losres from the nonutility Subsidiaries 

will have upon the capital credit assignments. The Commission has 

reviewed the bylaws of the RECCs during this investigation and 

notes that several RECCs' bylaws contain restrictions concerning 

the assignment of capital credits. Thio situation reinforces the 

need for the RECCs to utilize adequate and appropriate accounting 

and allocation methods to minimize the risk of the nonutility 

activity benefiting at the expense of the RECCs' ratepayers. 

ACCESS TO SUBSIDIARY BOOKS AND RECORDS 

In the establishment of necessary regulatory rafeguards for 

utility diversification, the Commission is convinced that open 

access to all books, records, and personnel of the submidiaries is 

an important and indispensable requirement. It is essential that 

the have the ability to monitor and review the opera- Commission 
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tione of the RECC through acoers to the bookr and records of it8 
nonutility subsidiaries. In addition, during formal proceedingr, 

it may be necerrary for the Commirrion to review the operation8 of 

the unregulated rubridiarier to effeotively monitor the relation- 

ship between the RECC and itm subridiary. Thur, the Comirrion 

rhall have acoorr to the bookr and recorda of the ratellite-TV 

rubridiaries. 

REPORTINQ REQUIREMENTS 

In order for the Commirrion to effeotively monitor the aotiv- 
i t ies  of the RECCr and the ratellite-TV rubridiarier and to enrure 
ratepayer protection, certain additional reportr rhall be required 

Of the RECCI. 

Annual ReDOrtS 

The Commirrion is aware that the REA ha8 instructed its bor- 

rowerr who have majority-ownership in a rubmidiary to prepare 

consolidated finanoial rtatementr in accordance with the require- 

ments of the Finanoial Accounting Standard8 Board'm Statement of 

Financial Accounting Standardr (IISPAS") NO. 94. There conroli- 

dated financial rtatementr must alro contain supplementary 

sohedules presenting a balance sheetr income rtatement, and a 

statement of cash flows for each majority-owned subsidiary. While 

SFAS No. 94 requirer consolidation of majority-owned rubridiaries, 

REA has instructed ita borrowerr to prepare the REA Form 7 on an 

unconsolidated basis. 

Under SPAS No. 94, majority-ownerrhip ir indicated when one 

company has a majority voting interest, either directly or indi- 

rectly, of over 50 percent of the outstanding voting mharer of 
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anothor company, ~horoforo, salt Rivor RECC will hrvo to proparo 
aonrolidatod finrnairl mtatomontr duo to itr 100 poraont ownormhip 
of Dirh Wimh w.  A aopy of tho aonrolidatod finanaial mtatomontr 
rhould bo rubmittod along with tho annual roport filod with tho 

Commirrion. Tho RECCm that invomtod in KTI will not bo roqulrod 
to proparo aonrolidatod financial rtrtomontr. tlowovor, thir do- 

tormination door not oxaumo thomo RECCr from aaaounting for tho 

invortmont in aaaordanoo with tho roquiromonto of tho UBoA. Tho 

RECCr invomting in KTI rhould proparo thoir annual roportm am 

urual, but thoro roportr rhould bo mupplomontod with finanoial 

rahodulor dimaloring KTI aativitior whiah aro inaludod in tho 
aaaount brlrnaor rhown on tho balrnao rhoot and inaomo rtatomont 

of the annual roport. Thim roquiromont wlll alro apply to thoro 

RECCr that, whilo not invortorm in KTI, provido ratollito-TV to 

their momborr through KTI. 

In addition, oaah RECC involved with ratollito-TV rhould 

furnirh tho following infornution on an annual barirr 

1. C o p i e r  of any and a11 aontraatr or agroomontr exocutod 

betweon tho RECC and tho rrtollito-~V aompany. Aftor tho initial 

filing OS thoro doaumontr, only roforonao to the doaument will bo 

required, Any ahango 

in a aontract or rgroomont will roquiro that a copy of tho now 
docrumont bo filed, lndiaating tho proviour on0 it roplraor. 

as long am tho tormr havo not bron ohangod. 

2. A general deaaription OS tho aort allocation methodolo- 

gior tho RECC has ortablirhod and implomontd to onmure the propor 

aaaounting of aopHDon or joint aortm botwoon tho RECC and tho 

ratonito-TV company. ALIW tho initial filing or thomo dorarip- 

-10- 



tionr, tofOrona0 to tho dorcriptionr Will bo pormitt~d, Unl.88 
thoro havo boon rovirionr or addltionr. NOW cort allocation moth- 

odOlOgi.8 or rovirionr to oxirting mothodr 8hould bo dirclorod In 
tho y o u  tho chango war undo. 

3.  A copy of  tho RECC8' latort annual audit roport, inolud- 

ing any rpocirl roportr on RECC internal controlr. 
 ono oral Rat0 Car. Filin98 

An part of tho RECCm' application in a gonoral rat. car., tho 

RECC will provido updator on any contract or agroomont rolating to 

rrtollito-TV involvomont in toroo during tho tort poriod, In 

addition, tho RECC will provido oxplanationr rupporting the ure of 

tho particular aort allocation mothodologior implomontod to onruro 

tho propot arrignmont of  common joint aorta. Tho oxplanationr 

rhould includo any dooumontation which rupportr the uro of a par- 

ticular allocation mrthodology. 
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